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International Gold and Dollar Flows
THE INTERNATIONAL FLOW of goods and
services increased in 1956 and the interna-
tional financial position of most major in-
dustrial countries remained satisfactory, not-
withstanding the disturbances in the second
half of the year resulting from the Suez
crisis. Exports from the United States rose
to an all-time high. Although imports also
reached a record high, the export surplus
was the largest since 1949.
There was a small net inflow of gold into
the United States, the first since 1952, but
foreigners continued to increase their hold-
ings of United States dollars. The latter
movement reflected the net outflow of United
States private capital, which also rose to an
all-time high, and the continuation of United
States Government loans and grants. In-
ternational financial institutions increased
their activities to meet both long- and short-
term financial needs of their member coun-
tries. After the Suez crisis led to specula-
tive attacks on sterling, the International
Monetary Fund helped to stop the drain on
the reserves of the United Kingdom.
Foreign gold reserves, including the gold
holdings of the International Monetary
Fund, rose slightly in 1956, as purchases
from new production and other sources
exceeded gold transfers to the United States.
The sum of gold reserves and dollar hold-
ings of foreign countries and international
institutions rose $1.4 billion, compared with
$1.9 billion in 1955.
All major foreign trading areas experi-
enced increases in their aggregate gold re-
serves and dollar holdings during 1956.
FOREIGN GOLD RESERVES AND DOLLAR HOLDINGS
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NOTE.—Year-end data. Includes international institutions.
Holdings of international institutions de-
clined, however, owing to a large drawing
by the United Kingdom on the International
Monetary Fund in December. In contrast to
previous years, private foreign dollar hold-
ings increased more than official holdings.
TRANSACTIONS WITH THE UNITED STATES
In 1956 United States exports of merchan-
dise and services (excluding military-aid
transfers) rose faster than imports, and the
export surplus reached $2.9 billion, more
than twice the surplus in 1955. United
States Government grants and loans (ex-
cluding military grants) increased only
slightly. The continued expansion in for-
eign gold reserves and dollar holdings in
the face of the doubling of the United States
export surplus was due primarily to a growth
in the net outflow of United States private
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SELECTED COMPONENTS OF UNITED STATES
BALANCE OF PAYMENTS






















1 Excludes military transfers under grants.
2 Includes remittances, pensions, and military expenditures abroad.
3 Includes other short-term claims.
4 Excludes military grants.
SOURCES.—Net transfer of gold and dollars, Federal Reserve;
other series, U. S. Department of Commerce.
capital from $1.2 billion in 1955 to $2.7
billion in 1956.
Outflow of private capital. The net out-
flow of private capital from the United
States in 1956. exceeded that of all previous
years in terms of current dollars, and in
terms of purchasing power it came close to
the all-time peak reached in 1928. The
1956 total, however, represented a much
smaller proportion of the national product
and the international trade transactions of
the United States than in the earlier year.
The increase in net outflow over 1955 was
connected with the expansion in United
States exports, for part of the increase in
United States foreign investments and public
and private credits helped to finance addi-
tional exports.
Direct investment abroad in foreign
branches and subsidiaries of domestic cor-
porations accounted for more than half
of the total outflow of private capital; such
investment, amounting to $1.5 billion, was
more than twice the amount in other recent
years. Continued increase in investments
in Canada, the purchase of a British oil
company in Trinidad, and the acquisition
of new oil concessions in Venezuela ac-
counted for the greater part of the rise in
such investments in 1956.
Investment in foreign stocks and bonds
increased about $500 million. Such in-
vestment represented mainly purchases of
new foreign issues offered in the United
States, primarily by Canadian borrowers.
Outstanding short- and medium-term
credits to foreigners increased about $700
million. The bulk of the expansion con-
sisted of commercial bank credit; net dis-
bursements on Federal Reserve gold loans
accounted for only $24 million. Commer-
cial bank lending represented largely direct
loans to foreign banks and other enter-
prises; however, there was a significant
growth in bankers' acceptances, which re-
sulted in part from bills to finance exports
from the United States.
Almost all principal trading countries in-
creased their indebtedness to United States
banks and merchants. The largest additions
were in the accounts of Germany, Japan,
the United Kingdom, Norway, and Vene-
zuela. In contrast to earlier years, these
movements reflected the extension of regu-
lar commercial credit to major trading na-
tions rather than a somewhat involuntary
lending, through accumulations of overdue
bills,' to a few countries with unsettled fi-
nancial conditions. This change indicates
progress toward more normal international
financial relations.
Government loans and grants. United States
Government loans and grants (excluding
grants to finance military transfers), net
of repayments, amounted to $2.3 billion,
compared with $2.2 billion in 1955. The
increase was attributable to Government
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loans and other claims, which rose from
$300 million to $600 million (net). It
reflected mainly increased receipts of for-
eign currencies under the agricultural sur-
plus disposal program; this program pro-
vides that farm products may be exported
against payment in the currency of the
importing country. The United States sub-
scription to the International Finance Cor-
poration involved an outflow of $35 million.
As in 1955, repayments on Export-Import
Bank loans exceeded disbursements.
Nonmilitary Government grants were
about $200 million smaller than in 1955.
Asian countries continued to receive the
largest part of Government loans and grants.
Foreign investment. Foreigners made net
investments in the United States (excluding
short-term assets and United States Govern-
ment securities) of $500 million. Net pur-
chases of United States corporate securities
amounted to almost $300 million, the larg-




Drawings by member countries on the In-
ternational Monetary Fund in 1956 totaled
$693 million, most of which was in United
States dollars. By far the largest was a
drawing of $561 million by the United King-
dom in December.
In addition, the Fund granted standby
facilities to its members of $1.1 billion, in-
cluding $739 million to the United King-
dom. The aggregate amount involved in
the drawings and standby arrangements was
larger than the total of all previous Fund
transactions. Gold and dollar payments by
foreign countries to the Fund, representing
repurchases of currencies drawn earlier as
well as capital subscriptions by new mem-
bers and by members obtaining quota in-
creases, totaled nearly $200 million.
The International Bank for Reconstruc-
tion and Development authorized new loans
of more than $500 million during 1956,
the largest calendar-year total in the Bank's
history. Disbursements amounted to $289
million, about the same as in recent years;
less than two-thirds of that amount was dis-
bursed in United States dollars, a smaller
proportion than in any previous year.
The International Finance Corporation,
established in 1956, received capital sub-
scriptions from its members of $45 million,
in addition to the subscription of the United
States. The Corporation made no foreign
investments.
DOLLAR HOLDINGS
More than half of the increase of $1,195
million in foreign and international dollar
holdings during 1956 represented deposits
with United States banks. Investments in
short-term United States Government secu-
rities and other short-term dollar holdings,
including bankers' acceptances and com-
mercial paper, also rose, while investments
TRANSFERS OF GOLD AND DOLLARS TO FOREIGNERS
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Net transfers, total 497
Net gold sales
 l -5
Net increase in dollar
holdings 502
Deposits — 24
































1 Includes international institutions.
2 Represents principally bankers' acceptances and short-term
commercial paper.
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NOTE.—End-of-quarter data. Official holdings include, and
private holdings exclude, certain holdings that are reported
as private, but are believed to be official in character. The
breakdown of U. S. Govt. bonds and notes by type of holder
is estimated.
in United States Government bonds and
notes declined.
It is estimated that private holdings rose
$850 million, and official holdings (includ-
ing those of international institutions) $345
million in 1956, whereas in 1955 pri-
vate holdings increased $310 million and
official $900 million. The greater increase
in private than in official holdings in 1956
helps to explain the changes in the com-
position of foreign dollar assets. Since most
private holders regard their dollar assets
primarily as working balances, they usually
prefer bank deposits to investments in secu-
rities.
GOLD MOVEMENTS
The almost uninterrupted outflow of gold
that reduced the United States stock $1.8
billion between mid-1952 and April 1955
was reversed in 1956, and the gold stock
increased $305 million to $22,058 million
at the year-end. At the same time, the gold
reserves of foreign countries (excluding the
U.S.S.R.) and international institutions in-
creased about $200 million, approximately
30 per cent of the 1955 figure.
New production. Gold production in the
United States amounted to $65 million in
1956, little changed from 1955. Produc-
tion in the rest of the world (excluding the
U.S.S.R.) continued the upward trend of
recent years; it amounted to an estimated
$935 million, $40 million more than in
1955.
The United States added $25 million of
its gold output to its stock. Foreign coun-
tries bought about $475 million from new
production and other sources for their gold
reserves. Altogether, slightly less than one-
half of the new production was used for
increasing official holdings, compared with
about two-thirds in 1955.
Transactions with the United States. For-
eign countries sold $323 million in gold to
the United States during 1956, and the
International Monetary Fund sold $200
million. Argentina, the United Kingdom,
Uruguay, and Colombia sold the largest
amounts. Purchases by foreign countries
from the United States amounted to $243
million, of which the largest were by Vene-
zuela and France. In January 1957 the
International Monetary Fund sold an addi-
tional $300 million to the United States.
Other transactions. The price of gold in
London remained slightly below the equiv-
alent of the dollar parity of $35 per ounce
during the first half of 1956. As a result
of the Suez crisis, the price rose above the
parity rate frequently between the end of
July and mid-November. As the interna-
tional position of sterling improved, the
rate dropped again and has since remained
below the parity rate.
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Member countries of the European Pay-
ments Union found it profitable in 1956 to
settle part of their debit balances with the
Union in gold at the par rate rather than in
dollars. The International Monetary Fund
received $84 million in gold from its mem-
ber countries during the year.
REGIONAL CHANGES IN GOLD AND DOLLAR
HOLDINGS
All major foreign trading areas increased
their aggregate gold reserves and dollar
holdings in 1956. The largest gain was
again for continental Western European
countries, whose holdings rose $865 million,
about half as much as in 1955. Within this
area, movements of individual countries
were more diverse than last year. Germany
increased its holdings two and a half times
as much as in 1955, and Swiss holdings also
rose substantially. France, which had shown
a large increase in the previous year, suffered
an equally large loss in 1956, and the drain
continued in early 1957.
Holdings of the United Kingdom showed
a gain of about $125 million, in contrast to
a loss of $525 million in 1955. However,
there were rather sharp fluctuations during
the year. Holdings rose about $300 million
between the end of 1955 and the end of
July 1956. In the last five months of the
year, the period of the Suez crisis, the United
Kingdom received $175 million from the
sale of a British oil company in Trinidad to
United States interests, and it obtained $561
million from the International Monetary
Fund. In spite of these two extraordinary
receipts, the country's gold reserves and dol-
lar holdings dropped in these five months
by about $175 million. In early 1957,
however, the drain on the reserves was re-
duced and then reversed.
In the Western hemisphere, Canada and
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NOTE.—End-of-quarter data.
Venezuela each increased its gold reserves
and dollar holdings nearly $400 million; in
both cases, the increases reflected inflows of
United States capital. Brazil also expanded
its holdings, but Argentina, Cuba, and Uru-
guay suffered losses.
Asian countries increased their holdings
$170 million, reflecting mainly a rise in
Japan's holdings.
ROLE OF GOLD AND DOLLAR HOLDINGS
The major function of gold and foreign ex-
change holdings is to act as means of pay-
ments in international transactions. Some
countries hold considerable amounts of for-
eign exchange in pounds sterling; these hold-
ings have become increasingly useful as
limitations on sterling transfers have been
gradually relaxed. However, sterling still
is not so universally acceptable as the dol-
lar since it cannot generally be used for
payments involving the United States or
other parts of the so-called dollar area.
Since the end of the Second World War,
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foreign countries have added moderately to
their gold reserves and greatly to their dol-
lar holdings. Without these additions the
aggregate gold and dollar reserves of many
important countries would not have been
considered sufficient to permit the gradual
relaxation of foreign trade and payment re-
strictions that has taken place in recent
years.
The gold reserves of the free world (ex-
cluding international institutions) amount
to $36.5 billion. The United States, with a
gold stock of $22 billion, owns approxi-
mately 60 per cent of these reserves. The
United States net reserves—calculated ac-
cording to the Articles of Agreement of the
International Monetary Fund, Article XIX,
by deducting short-term liabilities to foreign
central banks and governments from its gold
stock—amount to $14 billion, nearly 40 per
cent of the gold and dollar reserves of the
free world.
Reserves and international trade. As a
rough measure of the adequacy of a coun-
try's gold and dollar holdings, its holdings
may be compared with its annual merchan-
dise imports. Using this standard, the
United States net reserves (calculated as
before) would be equal to about 100 per
cent of its annual imports; this ratio is about
twice as high as that of any other major in-
dustrial country.
For the free world as a whole, other than
the United States, the increase in gold and
dollar holdings during the past three years
was just about in line with the expansion in
foreign trade; thus the ratio of gold and
dollar holdings to imports changed very
little. The largest increases in gold and
dollar holdings in 1956 accrued to countries
whose reserves were already considered ade-
quate—Germany, Switzerland, Canada, and
FREE WORLD, OTHER THAN THE UNITED STATES























































1 End of year. Excludes holdings of international institutions.
SOURCES.—Gold and dollar holdings: Federal Reserve. Imports:
International Financial Statistics for February 1957, except for 1947
and 1949, which are from issues for December 1950 and 1953,
respectively.
Venezuela. Important trading nations with
less adequate reserves, such as France
and the United Kingdom, showed no sig-
nificant improvement or even suffered a
deterioration in their gold and dollar
positions.
Reserves and foreign investment. The in-
crease in foreign dollar holdings in the post-
war period has been smaller than the growth
in United States private investments abroad.
United States private investment abroad
consisted overwhelmingly of long-term as-
sets, however, while short-term dollar hold-
ings constituted the bulk of all foreign in-
vestment in the United States.
In the period 1947-56, United States pri-
vate net investment abroad amounted to
$12 billion, and 85 per cent of this amount
represented long-term assets, largely direct
investment in foreign branches and subsid-
iaries of United States enterprises. In the
same period 80 per cent of the $11 billion
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CAPITAL FLOWS TO AND FROM THE UNITED STATES
















































SOURCES.—Short-term foreign investment and U. S. Govt. securi-
ties, Federal Reserve; other series, U. S. Department of Commerce.
of net foreign investment in the United States
represented short-term holdings.
United States Government lending
abroad, while very large in the immediate
postwar period, has been much smaller than
private investment in recent years.
CONCLUSIONS
Two aspects of international gold and dollar
flows in 1956 give promise of continued sta-
bility in international financial relations:
First, the international position of major
trading countries has apparently become
strong enough to withstand political, as well
as economic, shocks. The Suez crisis did
not precipitate a disruption of the mecha-
nism of international payments, and there
was no serious flight into gold. No major
industrial country found it necessary to raise
further barriers in its international trade
and payments relations.
Second, the International Monetary Fund,
by granting large drawing and standby fa-
cilities to the United Kingdom, helped to
stem the speculative attack on sterling that
developed in the course of the Suez crisis,
and helped to halt the decline in the gold
reserves and dollar holdings of the United
Kingdom. It thus fulfilled its function of
preventing international financial disturb-
ances from reversing the trend toward in-
tegration of the world economy.
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